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FARM PRICES AND RAILWAY RATES. 

Julius H. Parmelee, 
Director of the Bureau of Railway Economics, Washington, D. C. 1 

In a period of deflation like the present it is frequently remarked 
that prices are too high, that wages are too high, and that freight 
rates are too high. On hearing such a remark I usually drop into 
slang and inquire: "What do you mean too high? Too high for 
what ? " Discussion usually develops the fact that the average man, 
when he says that prices, wages, or rates are too high, has no clear 
idea of the meaning of the phrase. He really means that prices, 
wages, and rates are higher than they were — that is, higher than he 
had become accustomed to. When his attention is called to the fact 
that if all three factors have increased in the same ratio and have 
retained their relationship one to the other no one can complain, he 
recognizes that what he meant by the phrase " too high " referred not 
to the particular level itself, but to its relationship with other levels. 

We have all doubtless been guilty of this same confusion of ideas. 
We grumble because this, that, or the other thing is too high in price, 
whether it be an article we purchase, or labor for which we pay, or 
transportation service which we utilize. The fundamental question 
underlying any attempt to ascertain whether prices are out of line is 
not : Are they too high in themselves ? but, Are they relatively higher 
than other prices? In other words, the problem is to ascertain 
whether relationships have changed, or whether the several economic 
factors are still in balance. If the balance has changed during a 
given period, it becomes necessary to inquire in what direction the 
change has taken place, and whether the balance was adjusted with 
sufficient nicety at the beginning of the period. 

Who can say whether economic conditions are ever in a state of 
proper balance or adjustment? The whole complex of our economic 
structure is constantly changing with reference to its component parts, 
and never is a delicately adjusted balance long maintained. Prices 
are constantly rising or falling, wages are going up or down, the cost 
of transportation is never stationary. If wages go up as prices fall, 
then real wages, measured by the purchasing power of money wages, 
are rising. If wages rise as prices go up, then real wages are rising 
or falling according as the rate of increase in money wages is greater 

1 Read before the District of Columbia Farm Economic Association. 

144 



parmelee: farm prices and ralway rates. 145 

or less than that of prices. The converse is true when both wages 
and prices are falling. It may be stated, without great fear of con- 
tradiction, that the trend of prices and wages is never the same. The 
rates of increase or decrease never exactly correspond, or may even 
be in opposite directions. I will go further and assert that there is 
no way of determining whether prices, wages, and freight rates are 
at any time in a state of exact equilibrium. At most, it can only be 
said that in the long run the price of a commodity must be sufficient 
to cover its total cost of production, including wages, transportation, 
and other costs, together with a margin of profit for the producer. 
In other words, the trend of prices must in a general way parallel, 
even when it follows, the trend of production costs. 

The same is true of freight rates. If prices go up while rates 
remain stationary, then the freight rate is relatively lower than for- 
merly. If the opposite, it follows that freight rates have risen. 
This is true even though the freight rate in terms of money may not 
have changed at all. There is an added complication here, in that 
legislation exists to regulate rates, which frequently retards the 
normal tendency of rates to follow prices up or down. 

Let us apply these generalizations to a particular problem, namely, 
the relationship between freight rates and farm prices during the 
past few years. Taking the average freight charge in 1913 as 100 
and the average wholesale price of farm products as 100, we find that 
in 1918 the index number for freight charges had risen to 118, 
whereas for farm products it had gone as high as 220. In 1919 the 
freight-rate index was 135 and the farm-product index 234. During 
this year, 1919, there was a gap of almost 100 points between freight 
charges and the price of farm products. In 1920 the freight-rate 
index rose to 146, while farm products dropped to 218. In 1921 the 
freight-rate index rose still further to 177, whereas the farm-product 
index took a decided drop to 120. During the first four months of 
1922 the index numbers were 167 and 124, respectively. Thus it 
appears that compared with the year 191 3 the wholesale prices of 
farm products have increased 24 per cent, whereas the average freight 
charge has increased 67 per cent. There is now a difference of 43 
points in favor of farm products, instead of a margin in favor of 
freight charges as formerly. But who can say that the average 
freight rate in 191 3 was properly adjusted to the average price of 
farm products, or for that matter' to the average price of any group 
of commodities ? It may be that freight rates were too low in 1913 — 
that is, that the cost of transportation was out of line with the general 
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price level — or it may be that general prices were too high, that they 
were out of line with rates. 

However this may be, there is no question that the rapid deflation 
in farm prices since 1920 has made them relatively lower than freight 
rates. The margin has become so great as to create an insistent 
demand for rate reduction. This demand has been partially met both 
by voluntary action of the carriers themselves and by decisions on 
the part of the Interstate Commerce Commission. The result is that 
the freight-rate level from July 1 will be about 1 1 per cent lower than 
it was on August 26, 1920, when the increased rates authorized by 
the commission in that year went into effect. Freight rates on farm 
products have declined somewhat more than 1 1 per cent, probably 12 
to 13 per cent on the average. This will somewhat reduce the present 
margin of 43 points between freight rates and farm prices. 

The problem which has confronted the railways and the Interstate 
Commerce Commission during recent months has been to reduce the 
average charge for transportation in such a way as to assist the 
process of general deflation, yet avoid cutting off the profits which 
the railways have a reasonable expectation of earning. In 1921 the 
railways earned 2>Va P er cent on the tentative value of their properties 
as fixed by the Interstate Commerce Commission. During the 21 
months since increased rates went into effect their average annual 
rate has been only 3^ per cent. In considering this problem the 
commission had the choice of two alternatives, either to make drastic 
reductions in the rates on the basic commodities underlying our 
manufacturing and mercantile operations or to make moderate reduc- 
tions applicable uniformly to all commodities. Both alternatives 
have been utilized. In the western grain, grain products, and hay 
case the commission authorized reductions in rates on those commodi- 
ties running from 10 to 22 per cent. This was done with the stated 
intention of assisting agricultural interests in western territory. The 
commission has similarly made reductions of 20 per cent in live stock 
rates, and has reduced rates on lumber and other products, all with a 
view to the needs of the respective industries. 

Utilizing the other alternative as well, the commission recently 
made a 10 per cent horizontal reduction on all commodities, so far as 
the rates had not yet been reduced. Where rates had been reduced 
less than 10 per cent, they are to be further reduced to a point 10 per 
cent below the 1920 level. Rates already reduced more than 10 per 
cent below 1920 are not affected. The net result is that rates on all 
commodities, beginning July 1, will be at least 10 per cent below their 
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1920 level, while some commodities will be on a rate basis from 10 
to 33^ per cent lower. The bulk of the reductions greater than 10 
per cent are to be found in the field of agricultural products. 

This problem goes to the heart of our general economic readjust- 
ment. When the cost of transportation has increased in line with 
other costs and prices, and when those other costs and prices begin 
to fall, shall the cost of transportation be reduced in the same way as 
it went up, namely, by a series of horizontal changes uniformly made, 
or shall the wind be tempered- to the shorn lamb by making the reduc- 
tions greatest where the needs seem to be the greatest? It may be 
assumed, I think, that in the long run either process will bring rates 
to the same general level — that is, whether rates are reduced by a 
selective process or by a series of horizontal reductions, they will 
gradually seek a level of readjustment that will approximate the read- 
justment in general price levels. The problem is a difficult one. 
Briefly stated, it is whether the adjustment of transportation rates 
should or should not correspond to the adjustment in other costs of 
production. Viewed as a general economic problem, my answer 
would be yes, namely, that deflation goes on at a different rate in 
different industries, and that the deflation in transportation costs 
should follow the same tendency. But there are qualifying consid- 
erations. 

In the first place, it may be that farm prices have been deflated 
because of other reasons than the high freight-rate level. If this is 
the case, then it might reasonably be argued that any further reduc- 
tions in freight rates should be applied to other industries than agri- 
culture, so as to stimulate deflation in those industries, thereby bring- 
ing a helpful reaction on the whole situation. 

In the second place, not only does a selective process of rate reduc- 
tion affect different industries differently, but it tends to affect dif- 
ferent railway companies differently. There are railways, for ex- 
ample, 85 per cent of whose freight traffic consists of coal. A 
drastic reduction in coal rates might ruin such a company, although 
it might have slight effect on a company with only a 5 per cent coal 
traffic. On the other hand, a railway company whose freight traffic 
is diversified might prefer a drastic reduction in coal rates to a mod- 
erate reduction in all freight rates. This delicate situation must be 
considered in any determination as to the best method of rate 
reduction. 

In the third place, and perhaps most important of all, the farmer 
is a consumer as well as producer, and it is to his interest that prices 



I48 JOURNAL OF FARM ECONOMICS. 

be reduced on all products of which he is a purchaser and consumer. 
That a general reduction in freight rates should therefore benefit him 
as a consumer is clear, even though such a general reduction is at the 
expense of a greater reduction in rates on the products he sells. 
What he loses in one aspect he should gain in the other. Let me 
develop this point for a moment. The American farmer is one of 
our largest domestic consumers. He buys only when he can sell, and 
it is therefore a matter of general concern that he shall become able 
to sell his products promptly at a fair price. But if the price he gets 
for his product is low, while the prices of the goods he buys are high, 
he is forced to contract his purchases. This affects the general mar- 
ket and prevents an active resumption of business, which in turn 
reacts on the farmer himself, for his products can not be marketed 
in a time of depression. While it is true, therefore, that the farmer 
can buy only if he can sell, it is also true that he can sell only if he 
can buy. He can buy only when prices in general come down to the 
level of his farm prices. If a general cut' in freight rates assists 
price deflation in the manufacturing industry, then it benefits the 
farmer as surely, although not so directly, as a rate reduction on his 
own products. So I say that the general rate reduction effective 
July 1 will benefit the farmer as certainly as it will benefit the rest of 
the producing and consuming public. Again, the margin between the 
original producer and the final consumer of all articles has increased 
since 1913. Not only have money prices advanced in general through 
currency inflation, not yet entirely corrected, but the advent of heavy 
income and corporation taxes all along the line has widened the space 
between raw material and finished product prices. This factor will 
not disappear until our war debt is liquidated. The greater share of 
total income demanded by labor, which can not and should not be 
entirely denied, adds to intermediate production and distribution costs. 
For these reasons it is practically hopeless for the farmer, or the 
producer of any raw material, to expect as favorable a relation be- 
tween the prices of what he sells and what he buys as existed before 
the war. Among other things, he can not expect the relatives of 
farm prices and of freight rates to again reach the same level, unless 
some revolutionary method of conducting rail transportation is intro- 
duced. His best remedy, it seems to me, is to institute more and 
more efficiency of farming so as to increase productivity. A greater 
average production, year by year, will compensate the smaller relative 
price for farm products that is ahead of him. 

The final point to bear in mind is that whereas the Interstate Com- 
merce Commission can not ignore the economic situation in any in- 
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dustry, it must also consider the revenue needs of the carriers. In 
growing degree since 1910, and particularly since the passage of the 
Transportation Act in 1920, the measure by which to determine 
equitable rate levels has come to be the amount of railway net income 
deemed necessary. Yet the commission must consider other eco- 
nomic factors as well, for they only can supply the basis of a*sound 
forecast of future traffic and earnings. Will a given rate reduction 
so stimulate traffic as to offset the loss in net income from the reduc- 
tion? Or will a reduction of some other rate, or a different per- 
centage of reduction, be more likely both to stimulate business and 
to preserve railway net income? 

The commission's most recent decision was in line with a hori- 
zontal policy of reductions. It predicated this decision on an increase 
in freight traffic of 10 per cent. Thus far in 1922 railway freight 
traffic has run about 5 per cent ahead of 1921, although with the 
settlement of the coal strike the ratio of increase may become greater. 

These are economic questions, my brief allusion to which will, I 
trust, induce you to give them thoughtful consideration. Readjust- 
ment of freight rates is one factor in the general economic readjust- 
ment and must be carried on with due regard to the needs of the 
carriers, the needs of the agricultural industry, and of all other indus- 
tries as well. The cost of transportation is one of the costs of pro- 
duction and distribution. Like other costs, it must be met, whether 
low or high, just as wages must be paid, whether high or low. But: 
the transportation cost must be paid, for otherwise our transportation 
machine would break down, and without adequate transportation no> 
economic organization can long survive. 



